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Agricultural production showed varying results. The grain and potato crops seem
to have been smaller in volume than in July 1960. Vegetable and fruit growing may
have reached the level of the previous year, both as to quantity and quality. The output
of milk and dairy produce has risen.

Owing to the stagnation of industrial output, high rates of expansion were again
registered for imports. According to the customs statistics their value was approximately
9 9, higher in the second quarter than it had been in the second quarter of 1960. Import
prices having dropped, in part as a result of the revaluation of the guilder, the annual
rate of expansion in terms of volume is as high as 12 9.

Nevertheless, the expansion of imports seems also to be slowing down, especially
if the figures are extended to include the month of July, during which imports showed an
exceptionally sharp drop. This is probably in large measure due to seasonal influences,
which were particularly strong during this period; it must also be remembered that in
the first quarter imports were particularly high as a result of a number of special factors;
and yet the impression persists that a certain tendency towards stabilization has set in.

Prices have on the whole remained stable—no doubt largely as a result of the
Government’s price policy. The fall in import prices has also helped to ensure price
stability. Nevertheless, food prices have crept up a little recently and the cost-of-living
index was 1.6 9, higher this July than last.

The balance of trade continued to show a large deficit, but the tendency towards
further deterioration may have weakened very considerably—especially if the July results
are again taken into consideration. According to trade statistics, the deficit in the second
quarter amounted to 892 million guilders, compared with 809 million in the first quarter
of 1961 and 545 million in the second quarter of 1960. In July, however, the deficit in
the trade balance at 218 million guilders was even lower than in the corresponding month
of 1960 or 1959. For the second quarter the balance of current transactions (on a cash
basis) shows a slight deficit (70 million guilders), which contrasts with a comparable
surplus for the same period in 1960. There is still, however, a small surplus on the overall
balance of payments figures for the first half of 1961.

For the balance of payments it is further of importance that in the period under
review there has been a very considerable influx of short-term capital—partly as a result
of the repatriation of liquid external assets by the banks and partly because of the inflow
of speculative foreign capital occasioned by the weakness of sterling. As against this
there was a notable outflow of both private and public long-term capital after the public
authorities had opened the capital market from May to July for foreign loans up to
365 million guilders. All these loans (mainly issues by the High Authority of the ECSC, the
Belgian State, the World Bank and the European Investment Bank) were subscribed
without difficulty. Since the Government continued its policy of advance repayment
of its foreign debts (more than 140 million guilders to the USA in the second quarter),
long-term capital exports more than made up for the inflow of short-term money capital.
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The total deficit in the balance of payments for the second quarter amounted to
nearly 420 million guilders.. Whereas the foreign exchange reserves of the banks other
than the Central Bank declined sharply, the gold and foreign exchange reserves of the
‘“Nederlandsche Bank” increased by 178 million guilders. In July they rose by a further
180 million and were considerably above the level of 6 000 million reached before revalua-
tion.

There was no evidence of strain on the money and capital markets. The rates of
interest for government securities and call money have remained unchanged and a very
limited turnover remained the characteristic feature of the money market. Private
demand for credit continued at a very high level; during recent months it may however
have fallen off a little, partly for seasonal reasons.

If the issues of foreign bonds are left out of account, the capital market showed
a very modest turnover in the second quarter. At the beginning of August the Govern-
ment issued a 25-year loan of 300 million guilders. This operation, which was primarily
intended to limit the liquidity of the banks and the private sector showed clearly the
extent of monetary liquidity attained by the Dutch economy. A total of 11 000 million
guilders was subscribed for this loan, so that only 2.7 9%, of the amounts subseribed could
be allocated. Despite this the “ Nederlandsche Bank’ has decided to lower the minimum
reserves from 10 9, to 8 9, from the end of August to the end of September in order to
avoid any strain caused by the transfers in connection with this loan.

B. Qutlook

There is no indication of any major lessening before the end of 1961 in the pressures
which are a feature of the economic situation.

Orders from abroad can be expected to maintain their high level or even to rise
further—especially if the improvement in the world economic situation should have a
more marked impact. In view, however, of the high level of demand at home and of
the physical obstacles impeding the expansion of production in important sectors of
industry, it is uncertain whether a new and rapid growth of exports will be possible.

The increase in domestic demand is likely to continue, though investments in fixed
assets may slow down somewhat. This will be due in part to the damping measures taken
to reduce strain in the public investments sector—and in the whole of the building in-
dustry. In July strict controls were introduced for non-subsidized housing too, and
since then the number of building permits issued in this sector has fallen sharply. Never-
theless the level of overall investment is likely to remain very high, especially because
purchases of equipment by enterprises will continue to be on a large scale.

Private consumers’ demand will probably increase again; the volume of wages will
rise, largely because a number of important collective agreements are to be renewed at
the end of the year, and this will doubtless entail new and considerable wage increases.
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That industrial production will still fail to expand is hardly likely. Some degree
of progress can be expected in the autumn because the increase in productivity due to
recent investments should by then become more noticeable. Nevertheless it is unlikely
that there will be a marked recovery in the pace at which production is expanding.

In view of this situation, ¢imports are likely to go on rising, though relatively slowly
because the hesitant trend in industrial production unsettles the expansion of current
requirements for imported raw materials and semi-finished goods, and also because there
is some indication of firms taking a more cautious attitude in regard to their stocks.

The strains that are apparent in the labour market in particular may make it
difficult to keep prices stable in the months to come.

On the basis of what has occurred so far and what is still expected to happen,
there is no need to alter essentially the forecasts made for 1961 as a whole. However,
the rate of expansion in industrial production will hardly exceed 4 %, and the total gross
national product is likely to rise by barely 3.5 9%,. In terms of national accounting
the surplus on current account will be considerably smaller than in 1960.

The economic situation in the Netherlands during the early months of 1962 will
probably be marked by a continuing expansion of demand. This applies equally to home
demand and to demand from abroad. At home, however, a certain loss of momentum
in the investment boom is possible, and this will increase as the moves to restrict public
investment and the measures to reduce strain in the housing sector become more effective
and the expansion of equipment investment in the private sector comes under control.
The Bank of Issue has an agreement with the other banks which enables it to set a quan-
titative limit on credit expansion; it has already on the strength of this instrument called
on the banks not to extend their credit offer by more than fifteen per cent above a reference
tigure based on 1960. In the consumer goods sector, too, measures were taken at the
beginning of August to prevent excessive hire-purchase expenditure (e.g. considerable
increases of minimum deposits). All these steps will probably become fully effective
next year.

None the less existing liquidity, together with the expected wage increases and
the resultant inerease of consumption next year, will probably bring about a further
notable expansion of domestic demand. Therefore the draft 1962 Budget which has
just been submitted provides that the proposed reductions in taxation on income and
wages shall not take effect until July 1962, so as not to aggravate existing strains. The
reductions will amount to some 525 million guilders in a full year. The marked rise in
military expenditure proposed for 1962 (130 million guilders) will be in part balanced
by increasing taxes on certain mineral oil products and postponing till 1963 the intended
reduction in company profits tax. On the whole, the budget shows only a very small
deficit, and the Government does not intend to call on the capital market.

It is not certain whether even this financial policy will enable production to catch
up with the expansion of demand, especially since the shortage of manpower is likely
to persist despite the expected increase in the number of school leavers. Imports therefore
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will probably again rise appreciably. But prices, too, will show some increase, especially
since the cost of wages per unit of production is likely to rise a little further.

The Netherlands’ balance-of-payments position and reserves are still very strong;
nevertheless it seems advisable—-and this will be in the interest of more long-term ex-
pansion too—that all opportunities to increase domestic supply should be exploited to
the full. Manpower is the most important bottleneck in this context. Perhaps arrange-
ments to take immigrant workers could be pressed forward more vigorously. In addi-
tion, measures might be considered to increase the ratio of labour force to total indigenous
population in the Netherlands. Since the proportion of gainfully employed women is
definitely lower than in most neighbouring countries, there may well be a reserve of
manpower here which, if tapped, could ease the strain on the labour market. This is
one more reason why consideration should be given to the speedier approximation of
women’s wages to those of men. It would certainly stimulate the supply of female
labour if at the same time the obstacles at present preventing women from working were
removed; they are to be found largely in the taxation of married couples where both
man and wife are in employment. The 1962 Finance Bill which has just been submitted
already provides that from January 1962 taxes paid by married women will be lower
by some 60 million guilders.

This policy could be supplemented by introducing into the wages system greater
incentives to productivity, for instance by introducing or increasing bonuses. In the
prevailing conditions of overemployment the incentives provided by the current wages
system seem insufficient to counteract the adverse effect on productivity which results
from slackness in labour morale and the employment of marginal manpower.
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5. B.L.E.U.

Belgium

The moderate expansion which has again become apparent in the Belgian
economy since the end of the winter has continued lo gather momentum in recent
months. The value of exports in the second quarter increased by § %, over the cor-
responding figure in the previous year. Domestic demand also seems to have risen
further, with private investment and housing in particular considerably above their
1960 levels. Private consumption, however, does not seem to have made any very
appreciable progress.

Supply expanded in line with demand. A large part of the additional demand,
however, was for tmported goods, which continued to register comparatively high rates
of growth. Moreover, as a further part of this additional demand was for building
and contracting and for various services, the growth of industrial production remained
only moderate. According to the trend recorded by the IRES index, the average
level for the past few months was not more than 4.5 %, above that of the corresponding
period a year earlier.

Prices continued in the main to be stable, with the exception of increases for
certain food products and services which caused retail prices in the second quarter
to be about 1 %, higher than those of April-June 1960.

Although the balance of trade showed an improvement on that of the first quarter,
when it had suffered a severe setback as a result of the strike, the situation is still
appreciably less satisfactory than in the corresponding period of last year. Thanks
to the improvement in the balance of capital transactions, however, the fall in gold
and foreign exchange reserves was only slight.

The rest of the year is unlikely to bring any major change in the trend of
economic activity. However, certain tendencies towards a slackening in the growth
of exports are making themselves apparent. Moreover, the figures recorded for the first
half of the year, which were not, on the whole, encouraging, and especially the fact
that during this period exports and industrial production showed no advance on the first
half of the previous year, mean that the national product for the full year can hardly
rise more than about 2 9.

In 1962 the pace at which expansion continues will largely depend on the
development in effective demand from abroad and on whether the growth in investments
is not only kept sufficiently brisk but dovetails with structural requirements in such
a way that the competitive position of the Belgian economy as a whole registers a
marked tmprovement. Taking into consideration the fresh buoyancy of the world
economic situation, the rather encouraging outlook for the other members of the
Community and the scale of current investments, conditions do not in fact seem
unfavourable for a further expansion of the Belgian economy.
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A. Recent developments

Exports have, in the last few months, been expanding gently. After the setback
suffered as a result of the January strikes, exports picked up towards the end of the first
quarter, and this upward movement continued in the following months. Although in
the first quarter the value of exports was 4.7 9, below their value in the corresponding
period of 1960, the year-to-year rate of growth rose to 5.7 9%, in the second quarter.
Taken as a whole, however, the first six months of 1961 showed no advance on the previous
year. Even in July exports were only a little up—some 4.5 9%, —on the previous July.

Not all Community countries were concerned in the recent expansion of Belgian
exports. The increase recorded during this period was due entirely to the considerable
rise in demand from the Netherlands and—to a lesser extent——from France. On the
other hand, exports to the Federal Republic of Germany have been on the decline ever
since March. So far as the trend in sales to non-member countries is coneerned, a slight
recovery in trade with the United States and several OEEC countries did not suffice to
offset a decline in exports to other non-member countries, a decline which cannot be
wholly ascribed to the contraction of the Congo market.

The upward movement in fized investment seems to have gathered considerable
momentum over the past months, especially in investment by enterprises: not only were
new undertakings set up, but in existing plant, too, rationalization programmes were
carried through. The setting up of subsidiaries by foreign firms continued, bringing with
it an influx of foreign capital. Symptomatic of this vigorous investment activity is the
exceptionally high level of activity in commercial and industrial building—the total
number of starts in the second quarter was 13.6 9, higher than a year earlier; further signs
are the sharp rise in imports of equipment goods since the end of last autumn and, finally,
the increase of domestic sales in the investment goods sectors of the metal processing
industry. The steep increase in the number of buildings started in 1960 was reflected
by an annual growth rate of 50 9, in buildings completed during the second quarter of
1961.

In the second quarter vigorous expansion also took place in the housing sector.
The number of starts and completions exceeded the figures for the same period of the
previous year by 7.8 9, and 11 9%, respectively.

The development in public investment which had developed in the preceding
months was maintained in the second quarter. The total of payment orders once more
remained below the figure for the corresponding period of 1960, while new orders placed
were again at a distinctly higher level.

In contrast, however, to the elements of demand examined above, it seems that
private consumption, after being slightly more lively in February and March, advanced
only very slowly in the following months. The turnover of large retail stores showed
scarcely any increase (1.9 9,) over the level for the corresponding period of the previous
year, and this included the structural expansion always registered by large stores, even
when retail sales as a whole are in the doldrums. Moreover, the level of retail prices
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—with the- exception of foodstuffs—has remained more or less unchanged, despite a
20 %, increase in turnover tax which came into force on 1 May. The fact that retailers
have made hardly any increase in prices to pass on this increase in costs does not indicate
a very vigorous expansion of consumer expenditure.

In certain commercial sectors the drop in sales was particularly noticeable. In the
motor industry especially (with exception of goods vehicles) sales of new cars, after making
a striking advance in the first quarter, actually fell in the second quarter to a figure 2 9,
below that for the corresponding period in 1960. The growth rate for the first six months
of this year compared with the first half of 1960 was only 10 %, whereas the first six
months of 1960 showed a growth rate of 29 9, over the first half of 1959. Tt should be
borne in mind, however, that the high turnover registered toward the end of the first
quarter of 1961 may largely be attributed to buyers’ efforts to anticipate the increase
in turnover tax. It remains to be seen whether the summer sales figures have suffered
as aresult. Indeed, the trend in incomes gives little ground for expecting any appreciable
expansion in private consumption. Wages and salaries have by and large remained
stable while the improvement in employment was not very great.

However, the number of unemployed continued to decline; in the second quarter
the average monthly figure of 111 000 persons out of employment was 38 000 or 25 9,
below that of the corresponding period of 1960. The relatively slight increase of industrial
output and the likelihood that this was in part due to an increase in productivity make
it rather difficuit to find an explanation for the fall in unemployment. The improved
situation could be partly attributed to workers, particularly foreign workers, leaving the
country also to some tightening of the regulations on unemployment. Demand on the
labour market may have risen as a result of the ageing of the population; the increase in
the number of persons in employment will also stem from the stepping up of economic
activity in some economic sectors, e.g. in construction, some service sectors and mechanical
engineering.

Although there are reports of local shortages of skilled labour, the expansion of
supply from domestic sources does not seem to have suffered particularly from physical
difficulties; nor can it be said, generally speaking, that the limits of productive capacity
have yet been reached. The expansion of industrial production, at any rate as shown
in the IRES index, was not vigorous enough for this. In the last few months the level
of this index has been about 4.5 9%, above that recorded in the corresponding period of
1960. In all probability this expansion of production corresponds in the main to the
increase in demand, in so far as this was not met from imports.

Some sectors of production, however, were influenced by lively external demand
or the upward surge of internal investment, and they consequently showed a faster rate
of expansion. This applies in particular to mechanical engineering, chemicals and parts
of the textile industry. On the other hand the steep rise in the output of the iron and
steel industry for the period from February to April seems to have come to a halt. The
high level of employment in the building materials sector again reflects the brisk state
of activity in the building industry.
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Preliminary estimates of agricultural production indicate a situation that is on the
whole favourable, although rates of expansion similar to those recorded in 1960 cannot
be expected.

Imports have continued to make progress; on the basis of value the year-to-year
rate of growth, which had been 7 %, in the first quarter, rose in the second quarter to 9 %,.

Although imports of various consumer goods fell off or remained at their previous
level, imports of machinery and other equipment goods moved forward rapidly, followed
by those of basic chemicals, of textiles and non-ferrous metals.

The price level remained stable. In the wholesale trade there was, it is true,
a slight rise in the prices paid for imported raw materials, but this was more than offset
by a fall in the price of certain semi-finished and other industrial products. Retail prices
showed little change, and in the second quarter were only about 1 9, higher than in the
corresponding period of the previous year—an increase due mainly to the rise in the price
of certain agricultural products.

There has been an appreciable reduction in the deficit on the balance of trade since
the first quarter when, largely as a result of the effects on exports produced by the January
strikes, it had reached a very high figure. The deficit, nevertheless, continued to be of
quite considerable proportions in the second quarter, when it totalled 1 500 million Belgian
franecs, in contrast to the small surplus still being recorded in the corresponding period
of the previous year. The year-to-year growth rates for imports, which are higher than
those for exports, clearly reflect the improvement in the domestic situation. By compar-
ison with the same period in 1960 the balance of current transactions may have deterio-
rated appreciably more than the balance of trade as a whole, owing in the main to the
slackening in the export of services in general and of transport in particular.

Over the last few months the net gold and foreign exchange reserves of the Central
Bank fell only slightly (from 57 900 million Bfrs. at the end of March to 55 000 million
Bfrs. at the end of July). This is mainly the result of the improvement of the balance of
capital transactions which follows from the reduction of short-term State indebtedness
abroad by consolidating the public debt (issue of long-term loans on foreign capital markets
at a low rate of interest), and from the consequent hardening of the Belgian franc on
international money markets. For a while there may also have been capital influxes
as a result of speculation against sterling.

In these circumstances a very high level of liquidity prevailed on the money and
capital markets, without however causing any reduction in the relatively high rates of
interest.

The demand for credit in the economy was therefore easily met without additional
calls on the Central Bank, while there was only very limited activity in rediscount credits.
On the other hand, government finances remained strained, although by no means as
severely as in the first quarter, thanks largely to the tax increases. Up till the end of
July the total cash deficit, reckoned from the beginning of the year, was still growing,
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although it was about 1 000 million Belgian francs below the figure reached at the same
date in 1960. The National Debt, too, has risen once more : in June a further loan was
also floated on the home market, bringing in a total of 7 000 million Bfrs.

B. Outlook

From now till the end of 1961 the development of the economy is expected to remain
substantially unchanged. There are no signs that the expansion of exports will speed up
significantly. In particular it is uncertain whether the unusually high growth rates of
exports to France and the Netherlands, which have been the main factor in the expansion
of total exports over the past few months, will rise still further. The July figures already
seem to indicate a slackening of demand from the Netherlands. Ever since the end of
the first quarter sales to the Federal Republic of Germany have been steadily below the
1960 level; since the German demand for steel, which is partly determined by the stock
cycle, shows a tendency to slacken, it is hardly likely that Belgium’s total exports to
Germany, consisting as they do in relatively large measure of steel deliveries, will show
any great expansion. In fact, the weakness that at present affects the iron and steel
market in some parts of Europe might well disturb the development of Belgian exports
although, on the other hand, it is not unreasonable to expect that they will benefit from
the growth of business activity in the United States and the consequent improvement
in world economic conditions.

Against this must be set the fact that home demand will rise more rapidly than
could have been foreseen at the beginning of the year. True, fixed capital investment
may not maintain its recent high rate of expansion—demand from abroad has not been
as encouraging as was expected—and shows the influence of certain factors causing
uncertainty; at the same time there are various signs suggesting that the investment
activity that can be observed today may last for some time. This tendency is confirmed
by the number of building permits, issued which continues to be encouraging, and by
the brisk activity in imports of capital goods. The extension and strengthening of the
provisions contained in the laws of 17 and 18 July 1959 may also help to carry this trend
a stage further.

Demand due to private consumption will probably not advance much more rapidly
than it has done hitherto. A substantial rise in personal incomes in particular seems
unlikely. A few wage claims have, it is true, been lodged, but these are not likely to
produce any appreciable effect on this vear’s wage level.

In these circumstances industrial production will maintain approximately the rate
of expansion that has been observable in recent months. Imports will continue to grow.
It seems that the price level may none the less creep up slightly.

In the light of developments to date and the prospects for the rest of the year,
as they have been outlined above, it can be estimated that for the whole of 1961 the ex-
pansion achieved in the real gross national product will be in the region of 2 9%, This

67



estimate is somewhat more optimistic than that made at the beginning of the year, which
had to be based on the assumption that the financial provisions of the ‘‘loi unique”
would come into force immediately and that as a result its direct deflationary conse-
quences would become fully effective. This law has, however, been applied only in part
and with a considerable delay. The planned tax increases only took effect on 1 May
and the proposed curtailment of government non-capital expenditure has made little
progress. The deflationary effect has therefore been much less than might have been
expected. The propensity of enterprises to invest, therefore, has suffered no abatement.
This development was reinforced by the extension and strengthening of those provisions
in the laws of 17 and 18 July 1959 which are intended to promote investment. The real
increase achieved by fixed capital investment in the private sector can be estimated at
perhaps 15 9. The total volume of exports of goods and services, on the other hand,
will hardly show any advance, since visible exports did not increase in the first six months
of the year—owing in part, it is true, to the effects of the strike—and a drop in the export
of services is to be expected. According to all available indexes there can hardly be an
increase of more than about 2.5 9, in either private or public consumption. As the in-
crease in the volume of goods and services imported can be put fairly high (about 7 9,),
the balance left to be met by domestic production appears, in view of the high proportion
of imports in total supplies, to be only about 2 %, up. despite the briskness of investment
activity.

In view of these conditions and of the sharp expansion in construetion in the metal
processing industry and in some services, the growth rate in industrial production can
hardly be appreciably higher than has in fact been shown so far in the IRES index.
Substantially higher growth rates for industrial production—such as the rates of increase
“calculated” in certain private quarters in Belgium— would not be compatible with all
the other components of the national accounts, as these emerge from the figures and indi-
cators now available.

The expansion of the Belgian economy might well continue in the early months
of 1962. A brisker upward trend in private consumption cannot, however, be expected
unless there is a significant increase in wages—and this is not very likely at the beginning
of the year. A more rapid increase in exports is also hardly to be expected, although
the economic prospects in other European countries are not unfavourable and although
Belgian goods, too, ought to benefit from the recovery of business activity in the United
States, with the repercussions it will have on the world economic situation.: The slacken-
ing of demand for steel products and certain textiles might well persist for a while at
least. The expansion of exports may also depend on the pace of investment activity,
in so far as this places the Belgian economy in a better competitive position.

In the first half of 1962 investments may well be—as in 1961—the essential factor
in ensuring that economic expansion will be maintained at a satisfactory level. Not
only might public investment expand further in 1962, as is indicated by the current
increase in orders placed, but private investment activity also shows a tendency at present
to go on rising.
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In view of the wish for a further expansion of investments and the need to establish
better international co-ordination of policy on interest rates, the high rate of discount
fixed by the Central Bank provided grounds for some criticism. The lowering of bank
rate by /4 % to 434 9% on 24 August 1961 was a step—albeit a small one—in the right
direction.. However, even a larger reduction would have comparatively little effect,
as the proportion of self-financing in Belgian business is very high. Since, however,
enterprises will have less means of their own to be used in 1962, owing to the fall in profits
to be observed in a number of export industries, it seems that the growth of investment
will be maintained only if the structural measures are intensified—though apart from this
Belgium does not at present need to pursue generally expansive economic policy.
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Grand Duchy of Luxembourg

Economic developments of Luxembourg continued on the whole to be satis-
factory. Exports were running at a very high level and home demand, due to both
industrial or public investment in capital goods, increased noticeably. At the same
time, private consumption has continued to develop, principally as a result of the
increase in transfer incomes. The index of industrial production for the second
quarter was 5 %, higher than in the corresponding pertod of the previous year. Steel
production registered a year-to-year rate of increase of 5 %,. The prospects for
further expansion are not unfavourable, despite a certain falling off in the flow of |
orders in the steel industry during the summer months. The backlog of orders was still
such that as far ahead as one can see the level of production should remain high.

A. Recent developments

The increase in demand seems on the whole to have continued. Ewxports have
continued at a high level and visits by foreign tourists have noticeably increased in
comparison with 1960.

Domestic demand continued to expand. There was further investment for the
modernization and extension of capacity in the steel industry and progress was made
in the conversion of those enterprises in the leather industry whose production has ceased.
Further, there was in the second quarter of 1961 a noticeable increase in public investment
which had in the first quarter been considerably below that of the corresponding period
in the previous year. This was due, in part, to a speeding up of road building and of
dam construction, and the level reached in the second quarter of 1960 was exceeded by
about 9 9.

Private consumption has also increased once again. New expenditure has been
principally upon services and upon durables.

The increase in private consumption reflects the continued rise in incomes. Al-
though wage rates have remained practically unchanged since April, the income of private
households has increased as a result of rises in other components—principally in transfer
income. Thus, the benefits paid out by the * National Solidarity Fund ”, created in
August 1960, have been augmented and many types of pensions and of sickness benefit
have been increased as from 1 July.

Supplies have expanded pari passu with demand. The rate of increase of industrial
production moved up slightly in April and May, but in June it has fallen again slightly.
The index of industrial production for the second quarter was 5 9%, higher than for the
corresponding period of 1960, the rise in production of crude steel having been 5 9%,.
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The production of electricity increased slightly as a result of two dams on the Stre
being brought into service. In construction the level of activity was noticeably higher
than in the previous year, mainly on account of the increase in public works. Housing,
on the other hand, showed on the whole some signs of flagging.

It seems that production in agricullure and wine-growing may, in general, prove
to have been satisfactory, despite a slight reduction in comparison with 1959 and 1960,
which were particularly good years. Whereas the crops of coarse grains and the produc-
tion of wine appear to be as good as in 1960, wheat and rye are 15 to 20 % down on the
previous year. Milk production has improved and the fruit harvest, with the exception
of cherries, apples and pears, was excellent. The heavy rainfall has certainly affected
the quality of certain products such as potatoes and feeding stuffs, but the damage to
these was less than in 1960.

A noticeable expansion has also occurred in services, particularly in those branches
concerned with tourist travel, and in banking and insurance. In the summer, railway
traffic, which at the beginning of the year had suffered from the effects of the strikes in
Belgium, once again exceeded the level of the summer of 1960.

Moreover, it appears that the supply of goods was added to by imports, which again
increased. Consumer prices rose slightly and in August were about 1 9, over the level
of August 1960. This increase was due in part to the rise in the cost of certain imports
and of some foodstuffs. In the capital there have recently been increases in the cost
of transport, of electricity, and in the rate of the land tax and entertainments tax, and
these have had some effect on the level of the cost of living.

The favourable development in the economic situation is reflected in a considerable
increase in the revenue of the State. In the first six months of 1961 the budget produced
a surplus of 89 million Luxembourg francs. As a result of the favourable situation of
the Treasury it may be possible to defer for a while the loan which was to have been floated
at the beginning of the autumn.

B. Outlook

The expansion of the Luxembourg economy seems to be assured until the end of
the year. Although during the summer the steel industry suffered a certain reduection
of orders, which caused a slight lowering of prices accepted from non-member countries,
orders booked were none the less quite appreciably above last year’s level. Exports
should continue at a very satisfactory level until the end of the year.

Maintenance of the investment programmes established by existing industries, as
well as the efforts made by the public authorities to promote new industries will probably
ensure a relatively high volume of private investment. The prospects for the development
of public investment are also good, especially as a start has recently been made on the
canalization of the Moselle and the improvement of the approach roads on the Luxem-
bourg bank of the river.
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A further increase in private consumption may be expected. Indeed, although
further wage increases are hardly to be expected during the months to come, a quite
considerable inerease in transfer incomes may take place before the end of the year.

Although industrial production will, it seems, continue at the high level already
attained, the rate of increase may flatten out for a time. Indeed, in July, the production
of crude steel was a mere 2.5 9, above that of July 1960.

This means that for the full year 1961 the rate of increase of industrial production
may prove to be about 4 %,, with steel production about 2 - 3 %, up on the level for 1960.

1t is difficult at the moment to foresee how the Luxembourg economy will develop
during the first half of 1962. This depends basically on the way world steel markets
develop; the short-term prospects seem to involve uncertain factors but, on a rather
long view, these seem to be by no means unfavourable.

True, the possibilities of action open to those responsible for economic policy are
certainly limited by the extent of the country’s dependence on developments abroad;
but the Government has considerable funds at its disposal, quite apart from the loan
which it is intended to issue at the beginning of the autumn. A law of 7 August 1961
allocates 400 million francs for improvements to and extention of the capital, and a Bill
for the construction of a port on the Moselle has been be laid before the Luxembourg
Parliament. The outlay involved is to be met by the issue of loans. In addition, the
payments to be made by the Federal Republic of Germany at the end of the year and at
the beginning of 1962 could in part be used to influence current economic developments,
should it appear necessary to apply special measures.

On the other hand, the trend of prices is again occasioning disquiet, for their level
may once more be affected by the upward movement of prices in the Federal Republic
of Germany from which Luxembourg draws one third of its imports. Moreover, the rise
in the land tax in the city of Luxembourg may involve an increase in rents. This upward
pressure on the cost of living may be partially compensated for if the Bill to exempt
certain important foodstuffs from turnover tax is adopted.
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